GOVERNMENT-INDUSTRY BEST PRACTICES

Understanding the
“Procurement Business Case”’

Striking a Balance Between “Following the Rules”
and “Thinking Through the Nature of the Deal”

crucial benefit of the decade of

acquisition reform is giving the

government more leeway to

structure business arrange-

ments with industry in ways
that increase the probability that con-
tractors will deliver successful results to
government customers. Within these
arrangements, or relationships, the gov-
ernment and the contractor generally
share a common set of top-level goals.
These goals include the achievement of
customer satisfaction, program stability,
and positive program and financial per-
formance.

Understanding the Business Case
Participants in successful business rela-
tionships develop a shared ability to find
mutually beneficial solutions to achieve
these goals. This requires a strategy that
not only focuses upon the areas of per-
formance interest, but also requires real
understanding of the business case. For
the government, this will likely include
reduced total operating costs and per-
formance that meets or exceeds stated
performance requirements. For the con-
tractor, it includes a stable program, the
generation of positive cash flow and
profit, and a satisfied government cus-
tomer. Contractual strategies not based
on a sound understanding of the busi-
ness case risk incentivizing the wrong
behavior and jeopardizing successful de-
livery of the requirement.

The contracting and acquisition work-
force must focus not only on document
execution, but also be meaningfully in-
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volved in the “front end” of an
acquisition —the structuring of
the “best deal.” To do this suc-
cessfully, the importance of un-
derstanding the business case
surrounding the procurement
cannot be overemphasized. New
approaches are necessary to
connect the contracting and ac-
quisition workforce with the in-
formation and tools they need.
One new approach to consider
is Factor Collaboration™ — the
joint assessment of the influ-
ences and factors that impact
the structure of a potential busi-
ness relationship.

Through the disclosure and
sharing of information essential
to the planning and execution
of a successful business rela-
tionship, Factor Collaboration™
can increase the likelihood that
contractors will deliver suc-
cessful results to government customers.
With the acquisition regulations and
guidance as the framework, this can be
a useful and structured process to assist
government and industry jointly in
achieving a more comprehensive un-
derstanding of the overall procurement
business case.

Changing the Mindset -
Changing the Culture

The concept of understanding the “pro-
curement business case” as an initial

building block of a successful relation-
ship should be embedded within the

con-
tracting
and acquisition
workforce processes.

The goal in contracting is not only to
issue solid contracts, but also to support
the development and execution of an ef-
fective business relationship that suc-
cessfully delivers a product or service.

Defining, Incentivizing, Leveraging
Changing the mindset regarding the de-
finition of a product, service, or deliver-
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able begins by changing how the objec-
tives are viewed in their entirety. What
is really wanted? The goals of the pro-
gram can define a “something” or they
can define an “output.”

tional system. In many instances, a con-
tract of this type might provide incen-
tives for contractor performance through
an award fee. In this example, assume
that the contractor’s performance meets
requirements. Traditionally, award fees
in this area might be relatively small and
tied to subjective measures, not strongly
enough to results; and

may not include spe-

contractor. The motivation of the con-
tractor may not necessarily be instant
profit or immediate cash flow, but a long-
term relationship in which costs can be
stabilized along with the contractor’s
workforce.

On a larger scope, consider the change
in the industry perspective on research
and development (R&D). The DoD

For example, consider a

services contract where the requirement
is for copy services. The deliverable might
be expressed as providing x number of
copy machines. A better way to express
the requirement might be as x number
of copies. The requirement focuses on the
output (the “what”) and not the tool by
which output is delivered (the “how”).
The output is the responsibility of the
contractor.

In another example, consider a supply
and sustainment contract for an opera-

\_

4 The point is this: A
determining the best
approach requires a
change in the mutual
thinking and understanding
of the procurement
business case and then
effectively applying this
knowledge and insight
through planned application
of an effective incentive
strategy.

share of R&D spend-
ing is shrinking, and
fewer companies are
willing to deal with the
red tape associated
with competing for
those shrinking dol-
lars. In fact, the strong
economy has created
a wave of technology
development and gad-
getry, and driven com-
panies that might oth-
erwise be interested in
military work to more
marketable endeavors
where there is no
question about who
can profit from new
innovations. The abil-
ity of DoD to leverage
the commercial in-
dustry in the develop-
ment and integration
j of new technology into

weapon systems that

cific disincentives for
poor performance.

As an alternative, consider in-
centivizing the contractor to
lower downstream support costs
through an early investment in
process improvements directed toward
improved maintainability of parts and
systems. Rather than specifying the spe-
cific parts needed, provide metrics that
measure successful completion of the
requirements for sustainment (e.g, op-
erational readiness rates). If successful,
the incentive might be additional peri-
ods of performance. If unsuccessful, the
penalty might be a reduction in the pe-
riod of performance.

The fee may not be the most effective in-
centive for this procurement and this

must meet ever-changing threats is ab-
solutely critical. At the same time, in-
centivizing industry to do business with
the DoD when there are other lucrative
markets with less stringent “rules of en-
gagement” is becoming more and more
challenging. What is the best way to cap-
ture this technology and innovation, and
how best can DoD achieve this goal?

The point is this: determining the best
approach requires a change in the mu-
tual thinking and understanding of the
procurement business case and then ef-
fectively applying this knowledge and
insight through planned application of
an effective incentive strategy.

Improving Communication
A path to better understanding is better

communication and the formation of
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partnerships. In different areas of in-
dustry and government, however, many
contractors and agencies still do not see
themselves as “true partners.” This his-
torical relationship between government
and industry is a limiting factor in de-
veloping new approaches to acquisition
problems and common solutions that
benefit both parties.

Both government and industry must con-
centrate on gaining insight into each
other’s motivation on a given procure-
ment, through an open dialogue that
seeks to align the goals of both parties to
the maximum extent possible. Building
trust is essential to creating and sustain-
ing a successful business relationship.

Improving Leadership

Leadership that is committed to and un-
derstands change is necessary at all lev-
els to ensure that “new” or “different”
approaches become embedded in the
culture. For example, the contracting
workforce has not entirely made the tran-
sition to thinking of themselves as “busi-
ness advisors and managers,” with a key
role in thinking through and proposing
solid incentive strategies.

Leadership within all levels of the con-
tracting community is needed to guide
and support this role transition. The con-
tracting workforce must be involved in
early and meaningful planning that sup-
ports the development of the business
strategy. If engaged at a later point in the
acquisition, the contracting workforce
will only be exposed to part of the plan-
ning process, with a less-than-ideal-busi-
ness relationship the result.

Improving Training

Training reinforces the business process
that the workforce uses in developing its
approach to business relationships with
industry. To change the approach, the
government must change its culture and
training,

The contracting workforce must expand
their thinking and understand issues
across the acquisition disciplines, mov-
ing away from the narrow perspective
they have of contracting derived from a
culture embedded by training. Training
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in the schoolhouse and on the job must
change the focus of the workforce from
“following the rules,” to include “think-
ing through the nature of the deal” and
ensuring that both parties’ goals are sat-
isfied.

Rewarding Innovation Will

Drive Cultural Change

Alikely consequence may be some fail-
ures; these must be accepted if innova-
tion is to succeed. Innovators should be
rewarded, even if they fail. Rewarding in-
novation continually incentivizes the
progress that innovation can bring, This
support to the workforce is needed and
required to overcome the natural fear of
failure and the consequent reluctance to
be innovative. The workforce should be
convinced that no punishment will be
meted out for carefully considered risk-
taking In fact, it should be demonstrated
that the “no-penalty, safe-business-as-
usual approach” is fast becoming out-

dated.

Incentives can be provided as a reward
for innovation. A number of different
ways now exist to reward those innova-
tors within the government who dare to
take risks. As a minimum, these include
incentives such as office gain sharing,
individual gain sharing, and highlight-
ing contributions in lessons-learned ac-
tivities. It will take leadership at all lev-
els, and possibly regulatory change, to
expand the avenues for rewarding in-
novation (including monetarily) in new
and effective ways.

Improved communication, improved
training, and improved leadership are
essential to “reinvesting” the lessons
learned within schoolhouses and
throughout the workforce. The transfer
of knowledge and experience to all lev-
els offers an exceptional opportunity to
provide a continuum of innovation that
can build upon itself. This can only hap-
pen if innovation and creativity are en-
couraged, recognized, and rewarded at
all levels of the acquisition and con-
tracting community.

The Factor Collaboration’™ Process
Business relationships must be struc-
tured in a way that maximizes the chance

of a successful win-win partnership. Not
only must the relationship deliver what
is required to the government customer,
but also it must appropriately balance
risk between the government and the
contractor. In addition, it must appro-
priately reward the contractor for as-
suming the performance risks. Contracts
must not be structured to offer incen-
tives for contractors to behave in ways
counterproductive to the purpose of the
contract.

Traditionally, the government team de-
veloped and implemented an acquisi-
tion strategy for a competitive or sole-
source procurement that may or may
not have included meaningful indus-
try involvement. If it did not, conse-
quently the team lacked real insight to
the business case and the industry is-
sues.

As acquisition reform gained effective-
ness, earlier teaming of all parties inter-
ested in the success of procurement, in-
cluding the contracting community,
became a more common occurrence.
Today, it stands as a hallmark of a suc-
cessful procurement.

But early involvement alone is not suf-
ficient for success. Rather, the process
of early involvement creates a coopera-
tive atmosphere that greatly influences
the probability for success. A successful
business relationship must include a
clear understanding of the goals of the
procurement and the motivations of all
interested parties associated with the
procurement.

Factor Collaboration’" Defined

As stated previously, Factor Collabora-
tion>™ is the joint assessment of influ-
ences and factors that impact the struc-
ture of a potential business relationship.
It promotes and supports a “meeting of
the minds” with respect to the procure-
ment and its business case and “forces
to the surface” critical information nec-
essary for the construction of that suc-
cessful business relationship in these im-
portant areas:

+ Requirements
« Influences and Factors



« Motivation
« Most Effective Incentive

For the government, the factors are key
decision points used in crafting the ac-
quisition and contract strategy for the
procurement. For the contractor, they
go initially to the “bid decision” fol-
lowed by price, performance commit-
ments, and other terms and conditions
they are willing to propose in entering
into a business relationship with the
government.

Unique knowledge may drive a differ-
ing assessment of a given factor. Surfac-
ing and discussing these differences pro-
vides an opportunity to improve the
understanding of the business case and
to provide the insight necessary for un-
derstanding each other’s motivation. This
understanding can lead logically to con-
sidering which contractual incentives are
needed by industry and can be offered
by government to meet the goals and
objectives of both parties.

Business Case Factors

The factors reflect a baseline for fur-
ther development and constitute major
considerations within the business
case.

Requirement

What is needed and being purchased —
systems, spares, base support, services,
construction, commercial items, or in-
formation technology —and how it is
specified or described.

Acquisition Phase
The major phase of the acquisition cycle
—R&D, production, or sustainment.

Primary Performance

Risk Parameters

Three main performance parameters tar-
geted by contractual incentives: techni-
cal performance, cost, and schedule.

Size

Relative assessment as a “large” or “small”
procurement. For industry, relativity is
a function of internal or corporate defi-
nitions of size. For the government, it is
defined by the Federal Acquisition Reg-
ulation (FAR).

Contract Type

While vehicles such as “other transac-
tions” may be considered, the two major
types of contract vehicles of interest here
are fixed price or cost reimbursement.

Program Stability

This factor refers to a program’s sus-
ceptibility to disruptions in funding,
schedule, requirements, and political
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Factor
Collaboration™ is
the joint assessment
of influences and

factors that impact

the structure of a

potential business
relationship.

- J

and other support. While the govern-
ment and the contractor will view basic
program stability more or less in the
same light, the contractor may also view
stability in additional ways, including;

- Ability to project forward with certainty.

+ Stability to develop an efficient sup-
ply chain.

- Ability to recover front-loaded costs.

Program/Contract Flexibility

This factor refers to the flexibility of the
program and adaptable contract vehi-
cles. This can be viewed in a variety of
ways, such as:

- Ability of the contract structure to
allow for terms and conditions to
evolve with the program.

« Process for how this contract will/can
evolve as a result of changes. (An ex-
ample of this is the opportunity or abil-
ity to negotiate a strategic alliance or

overarching partnership agreement
that includes problem-solving rules.
The program is viewed as a whole
rather than as specific projects and
contracts.)

+ Mechanism for the contract change
process.

Competitive Environment

The government, within the laws that re-
quire competition or a justification for
its absence, evaluates the opportunities
to compete the procurement and the ef-
fectiveness of competition in success-
fully fulfilling requirements. Examples
include:

- Competition in general.

« Ability to structure incentives to main-
tain contractor efficiency throughout
the period of performance.

« Assessing the option of introducing
competition when a contractor is per-
forming poorly.

+ Incentivizing participation in circum-
stances where there is limited or no
competition.

The contractor evaluates the chances of
competing and winning, Issues can in-
clude the following:

« The chance of recovering the “costs of
competition” and in some instances,
the “nonrecurring costs of market
entry.”

- Opportunities for successive, related,
or follow-on contracts.

Entry Barriers

The government evaluates the mar-
ketplace for the goods or required ser-
vices, and assesses the conditions that
might adversely affect the opportuni-
ties for contractors to successfully com-
pete. With respect to incentives, the
degree of incentivization applied may
directly affect the number and type of
offerors that consider the procurement
opportunity.

The contractors assess the obstacles or
challenges they face to become “players”
in the procurement. The perceived im-
portance and value of the incentives will
determine participation. Examples in-
clude:
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+ Period of performance considerations
—time to recoup investment in front-
loaded costs.

+ Relative competitive advantage with
respect to costs of performance.

+ Incentive considerations — sufficient
incentive opportunity to be earned
to justify an investment by the con-
tractor.

Performance History

The government considers the past per-
formance of the contractor(s) as an in-
dicator of future performance. The con-
tractor, in considering this factor, is
interested not only in how this assess-
ment will affect its win probability, but
also how they are viewed within the in-
dustry or marketplace — their competi-
ton.

Future Effort

The opportunity for future contracts for
follow-on work, related work to other
programs, spares, and other support.

Corporate Strategy

While the government is concerned with
a contractor’s approach to the procure-
ment, this area primarily involves the
contractor. Areas of importance include
the following;

Impact of the procurement to return
on investment (ROI).

Impact to cash-flow timing,

Impact on market share.

Access or opportunity for access/im-
provement in technology.

Timing considerations, such as “first
to market” advantages.

Supply chain considerations, includ-
ing maintaining good relationships
with suppliers and processes that lend
themselves to an advantage for other
contracts.

Inherent Risk

The government views this factor as an
assessment of contractor capability to
handle or mitigate the commonly un-
derstood areas of risk (cost, schedule,
and performance) during the perfor-
mance of the contract. There are two
components: the probability of failure to
achieve the desired goals and the con-
sequences of that failure.
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The contractor also views this factor
within the context of business and mar-
ket risk. This includes the opportunity
costs of investment in this effort, com-
pared to other investments and the costs
associated with failure in the market-
place. Business risk also includes such
areas as the potential for changes in busi-
ness base, rates, and inflation during the
terms of the contract.

Industry Dynamic

This factor addresses the maturity of
the industry area that would be covered
by the procurement. The government
focus can include assessing the oppor-
tunity for participation and the neces-
sity and structure of incentives to at-
tract interest.

The contractor is interested in the op-
portunity for growth within its industry:
Is it increasing (ie., in a new and inno-
vative technology area)? Has it leveled
off? Or are opportunities declining?

The Concept

Through the disclosure and sharing of
information essential to the planning
and execution of a successful business
relationship, Factor Collaboration®™ can
increase the likelihood that contractors
will deliver successful results to govern-
ment customers. It can effectively sup-
port both sole source and competitive
procurements. The concept for its use
is briefly reviewed in the discussion that
follows.

Sole Source

As early as possible, both the govern-
ment and the contractor review the fac-
tors they believe are relevant to the pro-
curement. The government will generally
have greater initial insight into the fac-
tors relevant to the requirement and pro-
curement strategy, while the contractor
will generally have greater initial insight
into factors relevant to their internal de-
cision making,

The government and the contractor must
openly and honestly assess all of the fac-
tors because their unique perspectives
define the most effective contractual in-
centives for the instant acquisition. In
some cases, perspectives will overlap,

while in other cases, perspectives will di-
verge given the factor considered and the
level of insight and information available
to each party.

Exploring these “differences in per-
spective” should surface critical infor-
mation necessary for a more complete
understanding of the business case.
This process will help the parties col-
laboratively define an incentive ap-
proach that:

« Recognizes the needs and motivations
of the parties at that particular point
in time and through the period of per-
formance.

« Reflects a contract strategy that the
government believes will ensure de-
livery of the requirement successfully
and at “greatest value.”

Note that Concept Exploration is not in-
cluded in this discussion.

Competitive

Factor Collaboration®™ can also be use-
ful within a competitive environment.
Although certain information may not
be available initially as in the sole source
environment, given the recent changes
to FAR Part 15 on communication be-
tween the government and the offerors,
it may now be easier to conduct the
analysis discussed earlier without af-
fecting the integrity of the source selec-
tion process. Exchanges with potential
offerors, prior to release of the request
for proposal (RFP) and receipt of pro-
posal, would be similar to the current
process involving early involvement, such
as industry forums, draft RFP exchanges,
and so on. There needs to be latitude in
Section L and Section M of the RFP for
offerors to propose different or innova-
tive incentives.

The “greatest value” concept is based on
a broader perspective than best value.
While “best value” takes into account a
standard to meet (i.e., good, better, best),
“greatest value” may recognize that the
selection may not in fact be the best of
all alternatives. It may, however, be good
enough, and by paying less for the ser-
vice or support, still meet the require-
ment at lower cost and risk.



After receipt of proposals, discussions
based on the individual contractor’s ap-
proach and perspective on the factors
could include tailoring contractual in-
centives appropriate for that offeror and
its potential relationship with the gov-
ernment. One example might be the
prospective tailoring of incentives to im-
prove performance of the potential of-
feror in an area identified as weak, but
necessary for the success of the delivery,
through evaluation of past contractor
performance.

Individual contract arrangements might
differ among contractors. The integrity
of the source selection process, however,

must be maintained. Discussions may
not impart a unique advantage or pro-
vide insight to another’s proposal or ap-
proach. The goal is to enable the offeror
to provide the best possible proposal and
for the government to improve the prob-
ability of the successful delivery of the
requirement.

As part of the award, the terms and con-
ditions of the successful offeror’s con-
tract could address tailoring the incen-
tives through an “incentive adjustment
plan” laid out in the successful offeror’s
proposal. During the subsequent period
of performance, this post-award tailor-
ing could address improvements to the

incentives that were applied, based upon
changes in the factors affecting the busi-
ness relationship.

In summary, Factor Collaboration™™, as
part of a comprehensive examination
and understanding of the business case,
can facilitate the gathering of critical in-
formation necessary to the construction
of a successful business relationship.

Editor’s Note: The author welcomes
questions and comments about this ar-
ticle. Contact him at WILLIAM.S.
KAPLAN@saic.com.

DSMC PuUBLISHES LONG-AWAITED HIisTORY OF U.S. WEAPONS ACQUISITION
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A History of U.S. Weapons Acquisition Since 1775, during a recent visit to Scott Hall,

DSMC main campus, Fort Belvoir, Va. Arming the Eagle is a series of essays, or snap-
shots, of various periods in the country's military history. The essays tell the story of how
U.S. weapons were developed and produced, what notable managers and organizations
*‘q were involved, and which weapons from those periods significantly impacted national
ira ity conflicts. The book may be ordered from DSMC and the Government Printing Office.
BB (Call DSN 655-2151 or (703) 805-2151 for price and ordering information.

Retired DSMC professor Wilbur D. Jones Jr., signs copies of his book, Arming the Eagle:

Pictured from left: DSMC contract employee Kevin Parr; Jones; Army Sgt. 1st Class Frances
Battle.
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